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SUMMARY 


Almost overnight, thanks to the 1973 and early 1974 increases 
in crude oil prices and in Government tax take, Nigeria has 
enjoyed a quantum jump in revenues and in GDP. Even using 

a highly conservative estimate of its new oil income, the 
Federal Military Government projected for fiscal 1974/75 
more than a doubling of Federal revenues and a near tripling 
of money available for development expenditure. Still a poor 
country in terms of per capita GDP, Nigeria will nonetheless 
enjoy an overall GDP approximating that of all the rest of 
black Africa. 


In one of its first reactions to this new wealth, FMG decreed 

on April 1 reductions in import and excise duties, in an effort 
to counter the inflation that has become a matter of major 
concern and a cause for growing worker unrest. To the same end, 
it has effectively upvalued the Naira by approximately 7 per cent. 
FMG also took advantage of its increasingly solid reserve position 
to put import payments and remittances of earnings and dividends 
on a current basis. Wanting and needing foreign investment, 
although at the same time determined to extend Nigerian ownership 
and control of economic activity, FMG issued authorizations in 
1974 to selected expatriate banks to establish merchant banking 
operations in Nigeria. In a move that will bring it yet addi- 
tional income from oil, FMG also acted effective April 1, to 

take 55 per cent equity participation in the major expatriate 

oil companies producing in Nigeria. 


Politically stable, more than ever financially sound, and with 
black Africa's largest market, Nigeria seems poised for an 
expansionary boom. Concerned above all to develop and able to 
finance development out of its own resources, FMG is constrained, 
as the Guidelines to the Third Development Plan put it, only 

by executive and technical capacity. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Policy Measures 


The main concern of the past months has been the rise in 
prices and the cost of living, and the upward trend seems almost 
certain to persist. It is next to impossible to pin down 
statistically the current pace of inflation. However, although 
Central Bank indices take events only through December of 1973, 
these show that the index of composite consumer price indices 
(1960 = 100) rose to 203.9 in December as against 172.9 in 
December 1972. Empirical if impressionistic soundings suggest 
that prices have been rising in 1974 at or above an annual rate 
of at least 15 per cent. That is certainly the view of workers 
and trade unions, who have showed increasing unrest in the face 
of the continuation of the two-year old freeze on wages. FMG 
expects to review the freeze in August or September, and there is 
bound to be pressure for general and sizable wage increases. 


The main thrust of the Head of State's March 31 budget speech 
was that the Federal Military Government intended to act to contain 
rising prices. He announced substantial cuts in tariff and excise 
duties on a wide range of raw materials and consumer goods and 
these were followed by Price Control Board action to pass the cuts 
along in the form of newly lowered and controlled retail prices. 

In addition, the Naira has been gradually upvalued beginning in 
April, and now stands about 7 per cent over the doliar/sterling 
parity that obtained at the beginning of April. However, these 
measures seem likely to have only a palliative effect in the face 
of the continuing price rises in the industrialized countries 
from which Nigeria imports most of its capital and consumer goods. 
The 1973 Sahelian drought has also pushed up the prices of domestic 
foodstuffs, and the high level of construction activity, together 
with the expected implementation of several major projects at or 
nearing the decision stage, will put additional pressures on 
domestic resources and on prices. 


Overshadowing most other domestic developments has been the 
implementation of the Enterprises Promotion Decree of 1972, the 
so-called Indigenization Decree. With effect from April 1, 1974, 
the Decree stipulated 100 per cent Nigerian ownership of 





22 activities on its Schedule I, mostly distribution and service 
activities; and 40 per cent Nigerian ownership of 33 other 
activities, including processing and light manufacturing, on 
its Schedule II. Full returns are not yet in but it has been 
estimated that in keeping with the Decree, expatriate firms 
divested themselves of assets to a value of perhaps $75 to 

$100 million. On the evidence now available, it appears that 
FMG carried out this takeover of expatriate firms in eminently 
responsible fashion. The expatriate firms had two years from 
the announcement of the Decree in which to make arrangements; 
public placements and/or private sales were freely negotiated; 
FMG acted to make finance available to Nigerian buyers through 
the commercial banks and a newly established Bank for Commerce 
and Industry; and for a number of firms that acted in good faith 
but found it impossible to meet the April 1 deadline or other 
requirements, deferments and even exemptions were allowed. 


FMG also acted to acquire, with effect from April l, a 


55 per cent equity participation in the major oil producers, 
Shel1/BP, Gulf, Mobil, Phillips/Agip and Elf/Erap. It is under- 
stood that about 300,000 barrels per day of participation crude 
are now available for sale by the Nigerian National Oil Company, 
and that this amount may be increased by 1976 to FMG's full 

55 per cent equity share. Stillpreoccupied with planning and 
its own organization, NNOC may soon emerge as a force in world 
markets. 


Growth and Development 


In his March 31 budget speech, General Gowon put FMG revenues 
for fiscal 74/75 (the fiscal year begins April 1) at $4.7 billion. 
Although this represents more than a doubling of revenues over 
fiscal 73/74, it nonetheless reflects a most conservative estimate 
of FMG's royalty and tax "take" resulting from the new posted 
prices for crude oil that were established in January 1974. In 
fact, on the basis of those prices and in the light of FMG's 
acquisition of 55 per cent equity participation in oil producing 
companies, FMG revenue from oil alone in fiscal 74/75 seems likely 
to approach $8 billion. If that is so, Nigeria's GDP, estimated 
in current prices at about $9.0 billion for fiscal 72/73, and 
approximately $12.0 billion for fiscal 73/74; seems likely to 
reach $16.0 billion or more in 74/75, or in other words, to 
approximate that of all the rest of black Africa. (The Central 





Bank series customarily used in these Trends reports expresses GDP 
in factor cost at constant 1962/63 prices, and on that basis the 
figures for these three fiscal years can be put at approximately 
$7.2 billion, $9.4 billion and $12.8 billion, on Embassy estimate 
of oil income. ) 


Increasingly, oil dominates the economy and the statistics, 
accounting for 80 to 85 per cent of revenues, exports and foreign 
exchange earnings, and nearly 50 per cent of GDP. Production is 
now at 2.4 million barrels per day, up over 20 per cent from a 
year ago, and the Third Development Plan (1975 to 1980) envisages 
a continued increase of approximately 10 per cent annually. Ona 
posted price now averaging $14.69 per barrel, Government royalty 
and tax take averages $8.58. Nigeria is currently the world's 
6th largest producer, and second most important foreign supplier 
to the United States. Nigeria did not embargo destinations nor 
cut back planned production in the aftermath of the 1973 Arab/ 
Israeli conflict. Nor has it taken a lead in setting prices. 
Nonetheless, although it has in the main followed OPEC price and 
participation policies, Nigeria followed its own counsels in 1974, 
and opted for 55 per cent equity participation in major foreign 
oil producing companies. Currently, almost all of Nigeria's 
production is made available to the producing companies on the 
basis of their equity interests or through buy back arrangements, 
but the Nigerian National Oil Company has for months been dickering 
for and this year expects to conclude its own contracts for the 
sale of participation crude. Committed to maximizing oil revenues 
for the sake of development, Nigeria has so far been no more willing 
than OPEC members generally to consider concessional pricing of 
oil for the benefit of its developing African neighbors. 


Oil fuels the Nigerian economy, but an estimated 70 per cent 
of its people literally scratch their living from agriculture. 
Fortunately Nigeria was spared the worst of the 1973 Sahelian 
drought, but in its northern states there were serious adverse 
effects, not yet fully measured, on crops, cattle and in turn the 
people. However, although domestic food production was down and 
prices up, Nigeria weathered the drought without the need for 
massive grain imports or external assistance, and indeed was an 
aid donor to its northern neighbors. In the north first rains in 
1974 have been promising but this also happned in 1973, and 
although crops in the south are also off to a good start, it is 
too early for assurances of a favorable outcome. 





More or less neglected in recent years wren production of 
even traditional export crops--cocoa, peanuts, palm oil--slowed 
or stagnated, and with a need to expand the domestic food 
production, agriculture now has priority of place in planning 
and policies. In his budget message the Head of State announced 
substantial increases in producer prices for peanuts, palm oil, 
palm kernels, cotton and cocoa, and the Guidelines for the 
Third Development Plan contain an ambitious collection of 
Government plans and projects, including price and tax incentives, 
agricultural credit, extension and marketing services, storage 
and marketing facilities and direct Government participation 
in production of food grains, cattle and fish. 


A major thrust of the Head of State's budget message was 
FMG's commitment to use its oil revenues for development, and 
he emphasized Nigeria's ability to finance development out of 
its own resources. It seems likely in fact that in the short run, 
the new oil revenues may have only limited impact, because of the 
spending constraints imposed by limitations of executive and 
technical capacity. Nonetheless, FMG is at or nearing decision 
on a range of major projects in which it plans to have quity 
participation, many oil and gas related like liquified natural 
gas, petrochemicals, nitrogenous fertilizer, a second oil refinery 
(at Warri) but also including iron and steel, motor vehicle assembly, 
cement. Other industrial projects already under way or planned 
include salt, sugar, glass, paper, superphosphates. After agriculture, 
the Third Development Plan envisages priority spending on transport 
(roads, airports, ports) utilities (electric power, communications, 
water supply) and social services. Ambitiously, FMG has also 
undertaken to introduce universal primary education in 1976. Not 
all of these projects will be reflected in the income of the 
average Nigerian, but in the urban centers at least an accelerated 
rate of growth of per capita GDP seems likely. 


Trade and Finance 


Again thanks to oil, Nigeria expects for calendar 1973 an 
export surplus on trade account of approximately $1.5 billion 
(in 1972 this was $0.6 billion) and for fiscal 74/75 anticipates 
a@ positive balance of payments account of about $750 million. 

At end December 1973 FMG's official foreign exchange reserves 
were put at over 50 million and this figure seems bound to be 
rising. 





Simultaneously with its announcement of the new oil revenues 
anticipated for 1974/75, FMG also announced abolition of the 90-day 
delay in release of foreign exchange to pay for imports. With 
the exception of capital goods valued at more than $150,000, for 
which special arrangements exist, the Central Bank now authorizes 
payment on sight. Remittance of earnings and dividends, previously 
available for repatriation only through the first quarter of 1972, 
have also been put on a current basis. 


As part of its anti-inflation efforts, the FMG began in early April 
gradually to upvalue the Naira, pegged in 1973 at a central rate 
of Nl to $1.52, and by the end of May the Central Bank buying rate 
for the dollar had been increased to $1.63, an effective up- 
valuation of approximately 7 per cent. 


Direction of banking and financial operations is central to 
FMG's direction of the economy. Itself a holder of 40 per cent 
equity in the three largest expatriate banks, Barclays, Standard, 
United Bankfor Africa, FMG has also encouraged expatriate commercial 
banks to invite private Nigerian equity participation, and these 
are doing so. FMG is also contemplating 40 to 49 per cent equity 
participation in insurance companies. Current Central Bank directives 
stipulate that at least 40 per cent of commercial banks' lending 
shall be to Nigerian borrowers, and in an effort to promote the 
activities of Nigerian owned commercial banks, FMG made available 
to selected indigenous banks in May 1974 loans totaling $75 million. 
Central Bank directives also require that at least 56 per cent of 
commercial bank lending shall be to the so-called productive sectors, 
listed as agriculture, mining, manufacturing, construction, transport 
and communications; and that no more than 44 per cent of lending 
shall be made available for domestic and foreign trade. 


Although FMG is itself committed to substantial if not controlling 
equity participation in the "commanding heights of the economy", 
and has decreed full or partial Nigerian equity participation in 
the 55 activities in the Enterprises Promotion Decree, it wants and 
needs foreign investment, - on Nigerian terms. These are not necessarily 
onerous, but usually envisage joint ventures with the private or 
public sector in Nigeria, and training programs that will bring 
Nigerians into upper level technical and managerial positions. 


A significant development in 1974 has been FMG's encouragement 
to expatriate banks to establish merchant banking operations in 
Nigeria. At least five have already been authorized, including 





three of the larger U.S. banks, First National of Chicago, Chase 
Manhattan, and First National City, and although their terms of 
reference have not been made public, it seems they are expected 
to engage in medium and long-term lending in support of industrial 
diversification. In addition, Bankers’ Trust has opened a 
representative office, and Bank of America, already established 
in commercial banking in Lagos and Port Harcourt, is expanding 

to Kano. 


IMPLICATIONS FOR UNITED STATES 


Although the United States emerged in 1973 as Nigeria's largest 
customer, mostly for oil, its exports to Nigeria have been increasing 
less rapidly than those of the EEC, mainly W. Germany and France. 
Currently Nigeria's 3rd supplier after the UK and W. Germany, the 
U.S. sold goods worth $200 million in 1973, against its purchases 
of $800 million. Increasingly, however, U.S. firms that make a 
serious effort are finding opportunities in Nigeria, where there is 
a high regard for American goods and a new element is emerging in 
the Nigerian business community that does not have the traditional 
ties with European suppliers. At State as well as Federal level 
and among the private sector, there is also concern to attract 
additional American investment, already nearing $1 billion but 
heavily concentrated in oil, and FMG is currently contemplating 
renewal of its investment guarantee agreement with the U.S. (OPIC). 
Sometimes unfamiliar with Africa and Nigeria, there is clearly a 
need for U.S. firms to undertake more extensive on the spot exami- 
nation of the opportunities that exist and are growing. Frustrating 
at times, business in Nigeria can nonetheless be rewarding for those 
who have learned and accept the complexities of the country and its 
ways of doing business. 





GQ major force in 
the economy 


The franchise method of distribution is 
a significant part of the nation’s market- 
ing system and sales are expected to 
reach $178 billion in 1974. The Con- 
sumer Goods and Services Division, 
Bureau of Domestic Commerce, has a 
continuing program which collects and 
publishes data on franchising by key 
business sectors. 


Franchising in the Economy, 1972-74 Franchise Opportunities Handbook 
(1974-542-653/126) at $1.25 each (September 1973) at $2.20 each 
Number of establishments [] Data on 521 franchise operations 
Volume of sales Description of operations 
Employment in franchising Equity capital needed 
International operations Training provided 

Changes in ownership [_] Sources of franchising information 
Data by key business sectors [|] Checklist for evaluating a franchise 
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(Catalog No. C57.502:F84/972-74), at $1.25 each. | "*! Amount $——_—_—_—_— 
(_] Franchise Opportunities Handbook MAIL ORDER FORM 

(Catalog No. C57.16:973). Sept. 1973, at $2.20 each. WITH PAYMENT TO FOR USE GF SUPT. GOES. 


‘ Enclosed 
Name Superintendent of Documents To be mailed 
U.S. Government Printing Office later 


Washington, D.C. 20402 Refund 


or any U.S. Department of Coupon refund 
City State Zip code Commerce District Office Postage 


Address 


(please type or print) 
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To Insure Prompt. Accurate “Shipment, Place Correct Address on Mailing Label Below 
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